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Section 1: 

Investment Governance
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• Establish a strategic direction

• Hire necessary Staff and General 

Consultants to implement strategic 

direction

• Monitor Staff’s implementation and 

evaluate performance

*Source: Developed from AFSCME-Best Practice Policies for Trustees and Pension Systems

Establish 
Strategic 
Direction

Staff & 
Consultants 
Implement

Evaluate & 
Monitor

Board Principal Functions 
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1. Board Sets 
Assumed 

Target Return

2. Board Sets 
Strategy

3. Board Sets 
Benchmarks

4. Board 
Delegates 

Implementation

5. Board 
Monitors 

Performance

(a) Strategic Asset 
Allocation

(b) Risk Tolerance
(c) Liquidity 

Guidelines

(a) Passive 
Indexing

(b) Active 
Manager 
Selection

Board Responsibilities
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1. Sustain the Trust Fund for current and future retirees

2. Set asset allocation to meet or exceed the 7.25% actuarial assumed return over 

the long-run while maintaining sufficient liquidity to meet PERA’s obligations

3. Produce returns that meet or exceed policy benchmarks

4. Be cost-efficient and achieve a total investment cost at or below the benchmark 

cost relative to peers adjusted for fund size, allocations, and strategy

NOTE: Objectives are set in PERA’s 5-Year Strategic Plan

Key Strategic Goals 
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• Assist the Board in establishing investment policies

• Portfolio construction – selecting and monitoring investment managers, including due 

diligence, evaluation, and contract and fee negotiation

• Conduct searches for custodian, consultants, and other third-party service providers

• Oversee the daily administration of investment activities, cash management, risk 

management, custodial operations, and compliance

• Report to Investment Committee and Board on performance, risk, asset allocations and 

rebalancing, cash flow projections, securities lending, and other significant investment 

matters

Investment Staff Functions



Slide 8

Section 2: 

Asset Allocation Process
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Board Sets Assumed Target Return 

Retiree 

Benefit Payments

Paid Annually

Long-Term Inflation

Growth of Fund

4.00%

Total 
Assumed 

Return  
7.25%

2.00%

1.25%
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0% Volatility 5% Volatility 10% Volatilty 13% Volatility 16% Volatility
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Expected Risk 

Low Risk Moderate Risk High Risk 

Board Sets Risk Tolerance 

No Risk

Total Risk Tolerance = 11% - 13%

Board Decides: appropriate risk tolerance
based on desired return and appetite for market volatility/movements 

Current



Slide 11

Board Sets Liquidity Targets 

Board Decides: appropriate liquidity target
based on cash flow needs and tolerance of the Fund

Tier 1 Liquidity (1-5 Days) 14%

Tier 2 Liquidity (5-90 Days) 41%

Tier 3 Liquidity (90 days - 1 Year) 5%

Tier 4 Liquidity (1+ Years) 40%
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Board Sets Strategic Allocation Targets 

•Global Public Equity
•Private Equity

Global Equity   
Economic Growth

•Core Fixed Income
Core Fixed Income               

Safety, Income & Liquidity

•Liquid Credit 
•Illiquid Credit 

Credit                             
Growth and Income Hybrid 

•Illiquid Real Estate
•Illiquid Real Assets

Real Assets  
Inflation Protection

•Hedge Funds
Absolute Return

Diversification

Total Fund Strategic Asset Allocation 

46%

13%

17%

18%

6%

Board Decides: appropriate asset class mix
based on desired growth, diversification, and liquidity objectives 

SAA approved December 12, 2023  
Effective April 1, 2024



Slide 13

Policy Portfolio: 

• Diversified, multi-asset, 

liquid portfolio 

• Used as a benchmark to 

evaluate portfolio 

implementation 

effectiveness 

• Modeled to reflect 

passive, liquid, investable 

Strategic Asset Allocation 

targets 

Board Sets Benchmarks 
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Manager Selection 
Due Diligence 

Monitoring

Authority to Execute

Delegated Investment 
Authority 

Board of 
Trustees 

Chief 
Investment 

Officer 

Investment 
Team

Operations 
Team

Investment 
Consultants 

Board Delegates Implementation 
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Board Monitors Implementation 

• Quarterly Investment Committee updates provided by CIO and Board Consultant, 

reviewing: 

• Strategic Goals 

• Asset Allocation

• Total Fund Performance 

• Cash and Rebalance Activity 

• Manager Selection Activity 

• Market Summary/Review 

• Monthly CIO updates Board of Trustees, reviewing: 

• Market and Portfolio Updates 

• Preliminary Monthly Performance

• Ad-hoc reporting and communication as requested 
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Section 3: 

Investment History
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PERA Investment Fund Historical Evolution 
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Growth of Fund vs Percent of Stocks

Total Equity % Total Fund NAV
($ Billions)

Late ’90/Early ’00 
Strategy: 

High Equity 
Concentration

Post GFC Strategy: 

Low Risk/Low Equity 
Concentration

Current Strategy: 

Add Prudent Risk / 
Higher Equity 
Concentration
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Strategic Asset Allocation Timeline

2007-2009 2010-2013 2013-2017 2017 to 2021 2022-Current

Great Recession 
Experience 

Recovery from 
Great Recession 

Drawdown
Streamlined SAA

Enhanced 
Governance

New SAA

Strategy: 
(1)High Equity 

Concentration   
(2)Cumbersome 

Governance

Strategy:
(1)Lower Risk 

Tolerance -
Begin to De-
Risk Fund

(2)Diversify away 
from Equities

Strategy: 
(1)Continued De-

Risking Fund
(2)Diversify 

Significantly 
into Private 
and Other 
Assets

Strategy: 
(1)Maintain Low 

Risk Tolerance
(2)Diversify 

Across Assets 
& Risks 

(3)Implement 
New 
Governance

(4)Increased 
complexity

Strategy: 
(1)Add Risk 

Prudently to 
Growth Assets 
(More Equities 
and Private 
Assets)

(2)Maintain 
Diversity Across 
Assets & Risks

(3)Simplification

PERA Investment Fund Historical Evolution 
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PERA Funded Status

82%

90%
88%

91%

99%

106%105%
103%

97%
93% 93% 92% 93% 93%

79% 79%

71%

65%

73%
76% 75% 75% 75%

72%
70% 70% 71% 70%

67%

0%

20%

40%

60%

80%

100%

120%

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Pension 
Reform SB27

Pension 
Reform SB72Unfunded 

Benefit 
Enhancements

Dot.com 
Bubble

Great 
Recession
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PERA Investment Asset Allocation Evolution 

Asset Class FY 2008 FY 2014 FY 2020 FY 2024

Peer 

Median 

Public DB

Growth 70 53 36 46 45

  Global Public Stock 65 46 24 27

  Private Equity 5 7 12 19

Fixed Income 25 31 35 30 26

  Core Bonds 23 26 20 13

  Liquid Credit 2 5 9 8

  Illiquid Credit 0 0 6 9

Alternative Assets 5 16 30 24 29

  Real Estate 0 - 2.5 5 7 7

  Hedge Funds 0 - 5 4 0 6

  Real Assets 0 - 2.5 7 13 11

  Risk Parity 0 0 10 0

Total 100 100 100 100 100

NM PERA Asset Class Targets
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Section 4: 

Investment Principles
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• Gary P. Brinson, L. Randolph Hood, and Gilbert L. 

Beebower, "Determinants of Portfolio 

Performance". Financial Analysts Journal, 

July/August 1986

• Gary P. Brinson, Brian D. Singer, and Gilbert L. 

Beebower, "Determinants of Portfolio 

Performance II: An Update". Financial Analysts 

Journal, 47, 3, 1991

• Roger G. Ibbotson and Paul D. Kaplan, "Does 

Asset Allocation Policy Explain 40%, 90%, or 

100% of Performance?" Financial Analysts 

Journal, January/February 2000

Source: Brinson, Singer & Beebower, “Determinants of Portfolio Performance II: An Update”

Asset Allocation Drives the Bulk of Returns

92%

5%2%
1%

ASSET ALLOCATION DRIVES 
PERFORMANCE

Asset Allocation 92% Security Selection 5%

Market Timing 2% Other <1%

Academic Support:
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Sources of Investment Return

𝑬 𝒓 = 𝒓𝒇
+

𝜷 + 𝜶

Expected Portfolio Return
• Targeted investment return 

needed to meet benefit 
payments

• Must be reflective of Enterprise 
Risk Tolerance

Market Return
• Driven by strategic asset 

allocation
• Represents a portfolio of purely 

passive investments

Risk-Free Return
• The rate or return available to 

holders of cash or T-bills
• This is defined by the market at 

any given point in time and is a 
constraint in the portfolio 
construction process

Active Return
• Excess return generated by active 

investment managers or 
allocation tilts relative to the SAA

• Must make sure “the juice is 
worth the squeeze” – the excess 
return must exceed the fees

Board Responsibility

Staff Responsibility
PERA’s 7.25% Target
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Rationale for Diversification
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Returns by Asset Class (Diversification in Action)

Source: A Wealth of Common Sense
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Section 5: 

Investment Results 
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Relative Fund Performance

Total Fund Performance vs Assumed Rate of Return (7.25%)

Total Fund Performance vs Policy Benchmark

• Consistent outperformance or excess return over the policy benchmark shows strong 
manager selection.

• Consistent underperformance versus the target return shows an insufficient asset 
allocation selection.

These are preliminary net of fee returns, subject to change, as of June 30, 2024.
New Asset Allocation in effect April 1, 2024.
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Illiquidity Premium and Manager Selection

Source: American Investment Council - The analysis of pension fund investment returns is based on available 10-year return data as of June 30, 2023.
https://www.investmentcouncil.org/wp-content/uploads/2024/07/2024-AIC-Pensions-Report_final.pdf

***PERA outperformed 191 other public pensions***

https://www.investmentcouncil.org/wp-content/uploads/2024/07/2024-AIC-Pensions-Report_final.pdf
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PERA’s Total Fund Risk vs Peers 

The lower the standard deviation, the lower the risk.
As of March 31, 2024. New Asset Allocation in effect April 1, 2024.
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PERA’s Sharpe Ratio vs Peers 

The higher the Sharpe ratio, the more efficient the portfolio. 
As of March 31, 2024. New Asset Allocation in effect April 1, 2024.
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Asset Allocation, Risk, and Liquidity Compliance 

These metrics are preliminary, subject to change, as of June 30, 2024. 
New Asset Allocation in effect April 1, 2024.
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Cost Effectiveness 

Completed internally in collaboration with Custody bank and consultants.
Fee Aggregation for fiscal year, ending June 30, 2023
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Passive vs Active

• Passive Management offers market return (beta) for low cost (i.e., low fee index fund)

• Active Management offers the potential for excess return (alpha) over the market or index

returns at a higher cost and potential for underperformance (negative alpha)

Public vs Private

• Publicly traded securities offer liquidity and transparency in pricing, and higher perceived 

volatility

• Privately traded assets have low liquidity and low transparency in pricing however, they offer

higher potential return due to their illiquidity (or illiquidity premium). They also have lower

perceived volatility due to their quarterly pricing, but the actual volatility is the same or

higher than similarly traded public securities

Key Investment Choices
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• Beta – 1. Market or benchmark returns

2. Measure of an asset’s volatility in relation to the market or benchmark

• Alpha – Excess return to the benchmark

• Risk – Investment risk is measured in many ways, but the most common is volatility

• Volatility is a statistical measure of the dispersion of returns for a given asset or index

• Typically, the higher the volatility, the riskier the security

• Volatility is often measured using standard deviation

• Liquidity – Refers to how easily assets can be converted into cash

• Benchmark – A standard against which an asset is compared. Investors use benchmarks to

measure the performance of assets, usually in the form of a market index

• Sharpe Ratio – Measures risk-adjusted return on an investment or portfolio

• The Sharpe Ratio indicates how well an investment performs in comparison to the rate

of return on a risk-free investment, such as U.S. government treasury bonds

• Tracking Error – The difference in actual performance between an investment portfolio and its 

corresponding benchmark

Key Investment Terms 
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